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RENEWABLE FUELS INFRASTRUCTURE

TUESDAY, JULY 31, 2007

U.S. SENATE,
SUBCOMMITTEE ON ENERGY,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:30 p.m. in room
SD-366, Dirksen Senate Office Building, Hon. Byron L. Dorgan
presiding.

OPENING STATEMENT OF HON. BYRON L. DORGAN, U.S.
SENATOR FROM NORTH DAKOTA

Senator DORGAN [presiding]. We’ll call the hearing to order. This
is the hearing of the Senate Energy Natural Resources Committee,
the Subcommittee on Energy. Welcome all of you today.

The hearing today is to address how to overcome the hurdles in
order to achieve our objectives of reducing our dependence on for-
eign sources of oil. We do that by developing an infrastructure to
use our expanding home grown renewable fuels to help meet our
Nation’s transportation needs.

Our witnesses today will include Senator Klobuchar, representa-
tives of the Administration, stakeholders dealing with the policy,
the technical and the implementation of expanding renewable fuels
infrastructure so that producers of renewable fuels can get their
products to market and see those products used.

Now we use about 140 plus billion gallons of fuel each year. Of
that, 140 billion gallons about 60 percent comes from off our
shores. From imported oil that comes from unstable regions of the
country: Saudi Arabia, Kuwait, Nigeria, Venezuela and others.

Our pathway to reducing that—excessive and I think, dangerous,
dependence on foreign sources of oil is to use home grown, renew-
able fuels. However effective action on renewable fuels stands on
a three legged stool. One is to produce the fuel. A second is to
produce vehicles that can use the fuel, most notably E85. Third is
to develop the pumps that can dispense the blends up to E85.

The bill that we passed in 2005, in which I was one of the au-
thors on the Energy Committee, included the Renewable Fuel
Standard. At that point, we passed an eight billion gallon standard
out of this committee, went to conference, and ended up with seven
and a half billion gallons by 2012. Well, obviously times have
moved on in a very aggressive and in a very favorable way for re-
newable fuels.

This Energy Committee passed legislation this year to increase
the existing renewable fuel standard to 36 billion gallons by the
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year 2022. This committee has done that which is—within just the
last couple of months, and in June, it was passed by the full Sen-
ate.

Now if we use 140 billion gallons of fuel a year and we blend eth-
anol, for example, 10 percent of every gallon is ethanol. That
means we have a market of 14 billion gallons. That’s the total mar-
ket. Unless you’re using blends of 20, 30, 40, 50 percent or ES85,
in which you have 85 percent of the fuel represented from ethanol.

The Senate CAFE provisions required an action plan by the De-
partment of Transportation to ensure that by model year 2015, 50
percent of the new vehicles produced would be alternative fueled
vehicles. Further the CEOs of the Big Three automakers an-
nounced earlier this year a commitment to make 50 percent of
their vehicle production either E85, flex fuel or capable of running
on biodiesel by 2012. Well, in order to create new markets for eth-
anol, in my judgment, we need to pass similar aggressive policies
dealing, not just with production or renewable fuel standard, but
also with respect to the development of the infrastructure.

How do you get this fuel to the vehicles and to the consumers
who are driving these vehicles? We need a much greater commit-
ment to renewable fuels and the infrastructure, not only from Con-
gress, but also from the Federal agencies, from industry stake-
holders, and from State and local governments as well. The recent
GAO report released in 2007 says DOE lacks a strategic approach
to coordinate increasing production with infrastructure develop-
ment in vehicle needs.

That’s obvious. I agree that is the case. I mean we have a cir-
cumstance where we're rushing headlong to produce a substantial
amount of renewable fuels and a substantial renewable fuel stand-
ard, but you will not find circumstances with respect to the infra-
structure that meets what we’re aspiring to do. Now, my State is
ten times the size of Massachusetts in land mass, but we have only
about 16,000 flex fuel vehicles in a State ten times the State of
Massachusetts. There are 23 places in my State where you can pull
up to some fuel pumps and pump in E85. So you have 16,000 peo-
ple driving flex fuel vehicles and 23 locations in all of that land
mass to be able to find E85. Other States have similar cir-
cumstances that GAO found, in this report by the way, that Cali-
fornia has 250,000 flex fuel vehicles and one publicly accessible re-
fueling station in San Diego. One.

Is that a failure? It seems to me, it is. We have 170,000 service
stations in this country and roughly 1,200 of them have E85
pumps. That’s less than 1 percent of the service stations. I have a
chart that will show you that, shows that where the service sta-
tions exist in the middle part of the country, particularly in Min-
nesota and a number of other Midwestern States and Northern
Plains States. That’s not where the flex fuel vehicles are. The
heaviest concentration of flex fuel vehicles have no relationship to
where the infrastructure is.

So, I mean, I think we have a very serious problem. Secretary
Karsner testified previously before this committee—before rather,
Appropriations Subcommittee that I held. He said that we have not
devised sufficient policies with respect to scale and rate that would
be commensurate with the magnitude of the challenge. He was
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talking about this infrastructure issue. He went on to say that we
went on to installed 450 E85 pumps nationwide last year.

So if we do 450 pumps a year, that’ll take about 100 years to in-
stall at a scale of pumps that would even matter. We don’t have
100 years. We probably don’t have 10 years because when you see
all these plants being built to produce this fuel. If we don’t find a
way to move this fuel through an infrastructure to people who are
going to use it, we're going to see a collapse in that market, and
that’s the last thing that we should want.

One more point. The oil industry is not helping either. I've seen
reports that the Big Oil companies have recently posted pretty sub-
stantial profits, record profits. All of you have seen them. Let me
describe a few of the barriers that theyre putting in place to dis-
courage retail gas stations from offering E85.

About 57 percent of the retail gas stations are owned or fran-
chised by the major integrated oil companies. The Wall Street Jour-
nal in April had an article titled,“Fill ’er Up with Ethanol? One Big
Obstacle is Oil.” Exxon Mobil and British Petroleum require their
franchised station to buy fuel exclusively from them, and neither
company offers E85. If a station owner would wish to purchase
E85, then they have to apply for an exception to purchase E85.

Another example is Conoco-Phillips. A memo to their franchisees
says that the company doesn’t allow E85 sales on the primary is-
land under the cover canopy where the gasoline is sold. Stations
must find another spot.

Chevron-Texaco and Conoco-Phillips station owners are not al-
lowed to list E85 on their primary sign listing fuel prices and must
pay to erect a separate sign if they wish to advertise E85. BP will
not allow its franchised stations to offer payment by credit card at
E85 pumps.

Does this sound reasonable or thoughtful? It doesn’t to me. It’s
the same old game. Build a fence. Protect your own turf.

This is about national interest. This is about making this country
less dependent on oil from troubled parts of the world, and if we
don’t do this as a team, if we don’t do this together as a country,
we're going to be in big trouble. We're going to build a lot of plants
right now. We're on the road to building a lot of plants to produce
this fuel. If we don’t have the infrastructure to produce that fuel
for the vehicles in this country, we’re going to see a collapse with
respect to these markets.

I'm particularly unhappy to see what the major oil companies are
doing. It is not new for them to buy quarter page ads in news-
papers telling us that producing ethanol was a bad situation. They
didn’t like it. Well, I'm not surprised they didn’t like it. But what
does surprise me is that they make record profits, and they spend
their time trying to figure out how theyre going to keep E85 off
their gasoline island when they control nearly 60 percent of the
gasoline stations in this country. That has to change.

So, the purpose of this hearing is to try to think through what
are the policy changes that can give us a chance to build the infra-
structure so that we have an opportunity to make this successful.
To make successful the use of renewable fuels in significant quan-
tity and make us less dependent on foreign sources of oil. We've got
to get this right, and we don’t have a lot of time to do it.
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I want to call on the ranking member for a brief comment and
if others want to make comments just for a minute or so, I'd be
happy to allow them to do that. Then I'll ask Senator Klobuchar
to provide her testimony. At which point we will then have Sec-
retary Karsner and then go on to the final panel.

Senator Murkowski.

STATEMENT OF HON. LISA MURKOWSKI, U.S. SENATOR
FROM ALASKA

Senator MURKOWSKI. Thank you, Mr. Chairman. I didn’t catch
all of the comments but walked in at the end. It is always inter-
esting to catch the conversation halfway. I do appreciate the hear-
ing this afternoon.

We all understand the need to avoid unintended consequences in
all areas. Certainly as we are trying to figure out how we build a
domestic biofuels industry, we need to focus on the developing tech-
nology solutions to address the challenges that this burgeoning
biofuels industry will face.

The infrastructure we have today is built around the need of pe-
troleum based fuels. Ethanol has different properties, more corro-
sive than gasoline, more easily adulterated by water during trans-
port. We certainly hope that as the future unfolds research is going
to help us address these challenges. Material science may devise
ways to make automotive components that are compatible with
higher blends of ethanol. New additives that make ethanol repel
water molecules are under investigation.

But I think in the first years of the RFS we can anticipate a
great deal of ethanol will be needed to be transported by rail or by
truck. We know that this volume of transport could strain our ex-
isting capacity. And of that 168,000 gasoline stations in the U.S.
today, 1,251 have E85 pumps. Industry and all levels of govern-
ment will need to coordinate closely to address these problems.

Now, I want to note in particular, that the RFS in the Senate
passed bill includes the 48 contiguous States but allows the State
of Alaska and also Hawaii the option of joining voluntarily. I do be-
lieve that we need to continue research on biofuels that specifically
addresses the unique challenges of using both ethanol and biodiesel
in our colder environments.

Mr. Chairman, I know that we’ve got a lot of folks on the panel
today, and I look forward to hearing from those who are scheduled.

Senator DORGAN. Thank you. Are there others who wish to make
a brief opening statement?

Senator Craig.

STATEMENT OF HON. LARRY E. CRAIG, U.S. SENATOR
FROM IDAHO

Senator CRAIG. Mr. Chairman, thank you for the hearing.

Today oil is selling for 78 dollars a barrel, the highest in more
than a year. In Idaho I have 72 alternative fuel stations which in-
clude—compressed gas, E85, propane, electricity, biodiesel, hydro-
gen and liquefied natural gas. Of those 72 stations only four are
equipped with E85 pumps. According to the National Ethanol Vehi-
cle Coalition, Idaho has only one E85 per 4,500 flex fuel vehicles.
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Earlier this year, of course, you and I introduced what I think
and what you think is a fair and balanced approach in an energy
compromise that we’re working on. It doesn’t work if the infrastruc-
ture doesn’t come behind it. I think it’s going to be extremely im-
portant for that to happen.

We've debated in this committee, renewable energy standards, 30
billion gallons, 15 cellulosic, 15 corn based. We’re talking about
CAFE for automobiles, first time in 27 years. We're talking about
looking for some additional traditional fuel sources off shore. It
really is about energy security. It really is about us doing every-
thing we can possibly do for our consumers in a very diversified
portfolio of energy needs.

Delivery systems are everything. In my State of Idaho the two
stations that I'm aware of with E85 are 160 miles apart. That
doesn’t make for a reasonable approach toward these alternatives.

Now I would be the first to tell you, Mr. Chairman that the in-
frastructure that now serves our consuming public with a station
on every corner didn’t happen overnight. But now that it’s there
and hundreds of billons of dollars have been spent of the private
sector putting it there. I would hope that the goal of that facility
is to serve its consuming public and to do so in a way that offers
all of these alternatives as a part of the energy supply for our
transportation fleet in this country. So thank you for holding the
hearing.

Senator DORGAN. Senator Craig, thank you. Would others wish
to make a brief comment?

Senator Tester.

STATEMENT OF HON. JON TESTER, U.S. SENATOR
FROM MONTANA

Senator TESTER. Very quickly and very brief, Mr. Chairman—I
do want to thank you. I think my, the infrastructure that we have
in my town is very similar to Idaho or maybe a little less. In fact
I think the only one that I—

Senator CRAIG. In fact Jon would appreciate it.

Senator TESTER. Yes.

Senator CRAIG. One station in Sandpoint.

Senator TESTER. Yes.

Senator CRAIG. The other one’s in Port Elaine. So you can stop
in Sandpoint and refuel. No, the other one’s in Lewis.

Senator TESTER. Yes.

Senator CRAIG. That’s over 60 miles.

Senator TESTER. It’s far too few. That’s for sure. I just want to
make a comparison.

I'm a farmer. If I can’t get my crops to the shelf, I go broke. If
we can’t get biofuels to the consumer, it will never work. So it
needs to happen. No ifs, ands, or buts about it, if we’re going to
try to achieve some semblance of energy security here.

Senator DORGAN. Anyone else?

Senator Klobuchar, thank you for joining us. Minnesota has
made some significant strides, although even that remains far
short of where we need to be. But we appreciate your interest in
coming, and we would ask you to proceed.
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We would ask all of the witnesses to limit their comments to 5
minutes, and we will include their entire testimony as a part of the
permanent record.

STATEMENT OF HON. AMY KLOBUCHAR, U.S. SENATOR
FROM MINNESOTA

Senator KLOBUCHAR. Thank you so much, Chairman, for holding
this important hearing and for inviting me to testify.

As you know ethanol and biodiesel, corn based ethanol, soy bean
based biodiesel and we move and hope to move to the next stage
with cellulosic ethanol, are near and dear to Minnesota but my in-
terest goes far beyond that. I believe that our ability to produce a
reliable, low cost, domestic source of energy is also an issue of na-
tional security.

The United States spends more than 400,000 dollars per minute
on foreign oil. The money is shipped out of our economy adding to
our enormous trade deficit and leaving us vulnerable to unstable
parts of the world to meet our basic energy needs. There are those
who would have us believe that our energy security is decades
away. But you can ask any Minnesota farmer and there—they’ll
tell you we're ready to go today.

In spite of the clear advantages of renewable fuels, our rural
economy and our energy security, we really face a chicken and egg
type problem when it comes to the challenge of making them avail-
able to more drivers. The automakers are reluctant to promote flex
fuel vehicles in areas where there are no E85 pumps, as Senator
Craig has pointed out. Gas stations don’t want to put any E85
pumps where there are no flex fuel vehicles. So we need to tackle
both ends of the problems.

On the issue of vehicles, Mr. Chairman, I appreciate the work
that you and the rest of this committee have done in passing the
energy bill that would require automakers to equip 50 percent of
their new vehicles with alternative fuel technology by the year
2015. I particularly remember Senator Craig’s comments when we
discussed the gas mileage standards. I appreciated the work of ev-
eryone on this committee.

On the other end of the problem, the ability to find gas stations
that sell E85 and biodiesel. It is crucial that Congress act to pro-
vide more American drivers with access to renewable fuels. As you
know, Mr. Chairman, Minnesota ranks first in the Nation in E85
infrastructure. Of the 1,251 gas pumps that Senator Murkowski
mentioned, 320 of them, but who’s counting, are located in Min-
nesota.

I know, Mr. Chairman that this is of particular interest to you,
and that is how did Minnesota come to be a leader in this area?
The answer I believe comes down to leadership. Leadership in
State government in setting statewide ethanol standards and pro-
viding grants for E20 pumps, leadership of the Minnesota corn
growers who formed a coalition with the American Lung Associa-
tion of Minnesota, the National Ethanol Vehicle Coalition and oth-
ers to promote E85 across the state. Finally leadership on the part
of the ethanol producers who developed innovative marketing ar-
rangements whereby they sell E85 directly to gas stations and cut
out the oil company owned middle men. In Minnesota about two-



7

thirds of the gas stations that sell E85 purchase it directly from the
ethanol producer. That’s why they can afford to sell it at a price
that’s attractive to customers.

So, what can we at the Federal level learn from Minnesota’s ex-
ample? First, wherever possible, we should encourage ethanol pro-
ducers to sell directly to gas stations. Outside of Minnesota ethanol
is generally sold under long-term contract to blending terminals
which are part of the oil company owned pipe line system. The ter-
minals then re-sell the ethanol to gas stations. In essence the price
that the consumers pay for ethanol is usually set by ethanol’s big-
gest competitor, the oil companies.

When ethanol producers sell ethanol directly to gas stations
without a middle man, drivers get the benefit of low cost fuel. The
ethanol producers collect the 51 cents per gallon Federal blenders
credit instead of the oil companies and America’s energy dollars
come right back to our rural communities.

We've seen this model work in Minnesota pioneered by the Chip-
pewa Valley Ethanol Company in Benson. They currently supply
roughly 100 gas stations that sell E85 at 60 cents below the price
of gas. That’s why I've introduced a bill that would help other
states follow Minnesota’s lead. The Ethanol Education and Expan-
sion Act which would provide tax credits for ethanol producers to
install the type of equipment they need to sell directly to gas sta-
tions. I'd like to thank you, Mr. Chairman, for co-sponsoring this
legislation.

Second, we should not allow the oil companies to block their fran-
chised gas station from selling renewable fuels. This is what you
were referring to. I've heard from gas stations in Minnesota that
their franchise contracts make it so difficult to sell ethanol and bio-
diesel that many of them just can’t do it. They’re not allowed to sell
renewable fuels under the main canopy that bears the oil com-
pany’s brand name. They can’t convert the pumps and tanks they
already have because of a requirement to sell all three grades of
gasoline. They’re not even allowed to put up signs to let customers
know that they have renewable fuels for sale, where the pump is
or how much it costs.

I've offered a Right to Retail Renewable Fuel amendment to the
energy bill that would prohibit oil companies from placing restric-
tions on where and how renewable fuels can be sold at gas stations.

The third and final thing we can learn from Minnesota’s example
is that a modest investment of Federal dollars can yield big results
on the ground. The coalition in Minnesota that raised nine million
dollars for E85 pumps was started with a grant of just 250,000 dol-
lars from the Department of Energy.

In closing, I would simply state that the scarcity of pumps
caused in part by the oil company’s unwillingness to allow for com-
petition is the single greatest factor limiting the positive impact the
renewable fuels can and should have on our Nation’s energy secu-
rity. If we are serious about finding alternatives to foreign oil we
should ensure that drivers in every State have access to E85 and
biodiesel. Thank you, Mr. Chairman.

[The prepared statement of Senator Klobuchar follows:]
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PREPARED STATEMENT OF HON. AMY KLOBUCHAR, U.S. SENATOR FROM MINNESOTA

Thank you, Mr. Chairman, for holding this timely hearing on the topic of renew-
able fuel infrastructure, and for inviting me to testify. As you know, ethanol and
biodiesel are near and dear to Minnesota, but my interest in them goes far beyond
that. Our ability to produce a reliable, low-cost, domestic source of energy has be-
come a question of national security.

The United States spends more than $400,000 per minute on foreign oil. That
money is shipped out of our economy, adding to our enormous trade deficit, and
leaving us vulnerable to unstable parts of the world to meet our basic energy needs.

There are those who would have us believe that energy security is decades away,
but any Minnesota farmer can tell you that renewable fuels are here and ready to
use today. However, in spite of the clear advantages of renewable fuels to our rural
economy and our energy security, we face a chicken-and-egg type of problem when
it comes to the challenge of making them available to more drivers. The auto mak-
ers are reluctant to promote flex-fuel vehicles in areas where there are no E-85
pumps, and gas stations don’t want to put in E-85 pumps where there are no flex-
fuel vehicles.

So we need to tackle both ends of the problem. On the issue of vehicles, Mr.
Chairman, I was proud to work with you to include provisions in the Senate-passed
energy bill that would require automakers to equip 50 percent of their new vehicles
with alternative-fuel technology by the year 2015.

On the other end of the problem—the ability to find gas stations that sell E-85
and biodiesel—it is crucial that Congress act to provide more American drivers with
access to renewable fuel pumps.

As you know, Mr. Chairman, Minnesota ranks first in the Nation in E-85 infra-
structure—we have 320 pumps out of 1250 in the Nation—far more than any other
state. And I know, Mr. Chairman, that it’s a question of particular interest to you—
how did Minnesota come to be the leader in this area? The answer, I believe, comes
down to leadership:

e Leadership in state government in setting statewide ethanol standards and pro-
viding grants for E-85 pumps.

e Leadership of the Minnesota Corn Growers, who formed a coalition with the
American Lung Association of Minnesota, the National Ethanol Vehicle Coali-
tion, and others to promote E-85 across the state.

e Finally, leadership on the part of the ethanol producers, who have developed
innovative marketing arrangements, whereby they sell E-85 directly to gas sta-
tions, and cut out the oil company-owned middleman. In Minnesota, about %3
of the gas stations that sell E-85 purchase it directly from the ethanol producer,
and that’s why they can afford to sell it at a price that’s attractive to con-
sumers.

So what can we, at the federal level, learn from Minnesota’s example? First, wher-
ever possible, we should encourage ethanol producers to sell directly to gas stations.
Outside of Minnesota, ethanol is generally sold under long-term contract to blending
terminals, which are part of the oil company-owned pipeline system. The terminals
then re-sell the ethanol to gas stations. In essence, the price that consumers pay
for ethanol is usually set by ethanol’s biggest competitor, the oil companies. When
ethanol producers sell ethanol directly to gas stations without a middleman:

o drivers get the benefit of a low-cost fuel,

e the ethanol producers collect the 51 cent-per-gallon federal blender’s credit in-
stead of the oil companies,

e and America’s energy dollars come right back to our rural communities.

We have seen this model work well in Minnesota, pioneered by the Chippewa Val-
ley Ethanol Company in Benson. They currently supply roughly a hundred gas sta-
tions that sell E-85 at 60 cents below the price of gas. That’s why I have introduced
a bill that would help other states follow Minnesota’s lead—the “Ethanol Education
and Expansion Act” would provide tax credits for ethanol producers to install the
kind of equipment they need to sell directly to gas stations, and I would like to
thank you, Mr. Chairman, for cosponsoring this legislation.

Second, we should not allow oil companies to block their franchised gas stations
from selling renewable fuels. I have heard from gas stations in Minnesota that their
franchise contracts make it so difficult to sell ethanol and biodiesel that many of
them just can’t do it. They have reported cases where:

e they’re not allowed to sell renewable fuels under the main canopy that bears
the oil company’s brand name,
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e they can’t convert the pumps and tanks they already have, because of a require-
ment to sell all three grades of gasoline,

e and they’re not even allowed to put up signs to let customers know they have
renewable fuel for sale, where the pump is, or how much it costs.

I offered a “Right to Retail Renewable Fuel” amendment to the Energy Bill that
would prohibit oil companies from placing restrictions on where and how renewable
fuels can be sold at gas stations. I'm pleased to report that similar language was
passed by the House Energy and Commerce Committee, which will give us an op-
portunity to examine this issue in conference.

The third and final thing we can learn from Minnesota’s example is that a modest
investment of federal dollars can yield big results on the ground. The coalition in
Minnesota that raised $9 million for E-85 pumps was started with a grant of just
$250,000 from the Department of Energy.

In closing, I would simply state that the scarcity of pumps, caused in part by the
oil companies’ unwillingness to allow for competition, is the single greatest factor
limiting the positive impact that renewable fuels can and should have on our Na-
tion’s energy security. If we are serious about finding alternatives to foreign oil, we
should ensure that drivers in every state have access to E-85 and biodiesel. Thank
you, Mr. Chairman.

Senator DORGAN. Senator Klobuchar, thank you very much for
telling us about the Minnesota experience. I think most of us know
there has been real leadership in Minnesota at the State legislative
level and local governments and by others and by you. We appre-
ciate that, and I'm going to let you go and call up the Assistant
Secretary. Your testimony is a very important part of the discus-
sion of what works, what doesn’t and what we still need to do. Sen-
ator Klobuchar, thank you very much.

Senator KLOBUCHAR. Thank you very much.

Senator DORGAN. Next we will hear from the Assistant Secretary
of Energy, Mr. Alexander Karsner. He won’t mind if we call him
Andy. I believe everybody does.

Andy Karsner, the Assistant Secretary for Energy Efficiency and
Renewable Energy. I'm just—

Senator CRAIG. This could be a waste of energy.

[Laughter.]

4 Senator DORGAN. My preference is open curtains and open win-
OwWSs.

Mr. Karsner, Secretary Karsner, thank you very much. You've
testified previously, and we appreciate your being here again today.
As I indicated your entire statement will be made part of the per-
manent record, and you may summarize.

STATEMENT OF ALEXANDER KARSNER, ASSISTANT SEC-
RETARY, ENERGY EFFICIENCY AND RENEWABLE ENERGY,
DEPARTMENT OF ENERGY

Mr. KARSNER. Thank you, Mr. Chairman, and thank you and
members of the committee for your leadership on this issue of ad-
dressing our gasoline dependency, and for the opportunity to pro-
vide comments on improving the Nation’s renewable fuels infra-
structure.

As we intensify our national effort to develop renewable energy
options for transportation, it’s vital that we focus on ensuring the
retail infrastructure necessary to support our national vision of a
domestic clean fuels industry. The large scale introduction of
biofuels into consumer markets poses significant challenges
throughout the whole supply chain, including of course, retail dis-
tribution. These challenges must be effectively addressed to sup-
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port the successful achievement of the President’s Advanced En-
ergy Initiative launched in 2006 and the 20 in 10 goal for con-
fronting our addiction to oil.

The 20 in 10 goal aims to reduce our gasoline use by 20 percent
within the decade. To help achieve this, the President has called
for an unprecedented alternative fuel standard requiring the equiv-
alent of 35 billion gallons of renewable and alternative technologies
by 2017. Creating certainty by establishing a durable, predictable,
alternative fuel standard for the Nation is an important first step
necessary to stimulate more investment in retail infrastructure.

To this end, the Department is sharpening its focus on infra-
structure issues, which were recently highlighted in a GAO audit
and in the national Petroleum Council’s report. We are targeting
barriers to biofuels growth by forging strategic partnerships with
industry, collaborating with other agencies and working with dif-
ferent regions of our country to bring the promise of large scale
biofuels distribution to fruition.

For example, we have developed in the Office of Energy Effi-
ciency and Renewable Energy for the first time a biofuels infra-
structure team. The team connects the Vehicle Technologies Pro-
gram and the Biomass Program to promote a comprehensive and
coherent approach to the biofuels industry.

The Department is coordinating its fuel delivery work with the
Department of Transportation, which has principle responsibility
for setting standards in developing policy for pipeline transpor-
tation infrastructure and ensuring that these products can be safe-
ly handled. We are working with the EPA, which has primary re-
sponsibility for testing emissions and certifying fuels to examine
the compatibility of intermediate blends such as E15, E20 and
other lesser blends than E85 for use in our existing vehicle fleet.

Finally, we have significantly elevated the level of participation,
activity and engagement across the Federal Government with our
Interagency Biomass R and D Board to ensure a comprehensive
Federal approach to addressing key infrastructure barriers. These
efforts are focused on reducing duplication, maximizing our effi-
ciency and ensuring an accelerated approach to domestic biofuels
deployment in a timeframe that is consequential.

As T have testified many times before, Mr. Chairman, govern-
ment funding alone will not be sufficient to meet the substantial
challenges of changing our Nation’s energy portfolio. The deploy-
ment of pumps, vehicles and other infrastructure must increase
rapidly over the next decade so that consumers have readily avail-
able options and access to domestic renewable fuel sources.

As you noted, Mr. Chairman, the latest data indicates there are
approximately 170,000 fueling stations in the United States of
which only 1,183 presently offer E85. Assuming E85 is the primary
preferred pathway, the Department estimates that approximately
50,000 to 60,000 stations must exist and operate simultaneously to
fully implement an E85 infrastructure. On average, retrofitting a
fueling station to offer E85 is estimated to cost 60,000 dollars. The
2005 Energy Policy Act provided tax incentives that can defray up
to 30,000 dollars of the total cost per pump.

In 2006, the Department through its Clean Cities Program an-
nounced a selection of alternative fuel infrastructure projects that
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will result in 182 pumps installed by the end of 2008. In the last
12 months there were a record number of E85 pumps installed na-
tionwide, 440. At this rate, as you indicated, it would take at least
a century to reach critical mass in E85 infrastructure.

The current rate of infrastructure deployment is therefore insuf-
ficient to support the national vision of domestic biofuels produc-
tion, deployment, and use that is consequential within the decade.
The Department believes that an E85 delivery system is an impor-
tant goal of an alternative fuels infrastructure, but should not nec-
essarily be the exclusive goal upon which our national strategy is
built. Intermediate blends may offer an alternative approach to
balance fuel production and use in parallel in order to enable con-
tinuous, uninterrupted growth in domestic fuels production and
allow more outlets into the marketplace.

Turning to vehicles, there are currently more than six million
flexible fuel vehicles FFVs on the road in this country, still a rel-
atively insignificant number representing a small percentage of the
approximately 225 million light duty vehicles in the United States.
Domestic auto manufacturers have pledged to the President to
make half of their products flex fuel capable by 2012, and we are
hopeful that this pledge will be maintained and even accelerated.
It is important to note however, that this voluntary pledge is en-
tirely contingent on the potential availability of the physical pres-
ence of E85 infrastructure. It excludes foreign manufacturers, who
constitute approximately half of the U.S. vehicles market.

During my first week on the job, I traveled with Secretary
Bodman to Detroit where he addressed the leaders in the auto-
motive industry with a direct challenge, calling for more flex fuel
vehicles on the market of all vehicle types and all vehicle classes
from all manufacturers that service the U.S. market. We see no
technical reason whatsoever why flex fuel vehicles cannot be more
uniformly ubiquitous across all markets nor do we see any tech-
nical reason that at least the option of flex fuel could not be offered
to all consumers at a relatively low price in the near term.

The President’s 20 in 10 goal holds the promise of accelerating
penetration of cellulosic ethanol and other alternative fuels into the
marketplace and bringing the benefits of clean renewable and al-
ternative energy sources more quickly to our Nation. Providing the
necessary infrastructure is a critical part of reaching that goal and
we are mindful throughout our programs of the national security,
economic and environmental imperatives.

In order to meet the target of 20 percent gasoline reduction with-
in a 10-year span, it requires a change in the status quo and an
agile capacity to adopt fuel delivery systems, codes and standards
and our national vehicle fleet. To the extent that they remain vol-
untary, market decisions must take place at a rate and a scale that
is consequential within this timeframe so that it matters.

This concludes my prepared statement. I'd be happy to answer
any questions the committee members may have.

[The prepared statement of Mr. Karsner follows:]

PREPARED STATEMENT OF ALEXANDER KARSNER, ASSISTANT SECRETARY, ENERGY
EFFICIENCY AND RENEWABLE ENERGY, DEPARTMENT OF ENERGY

Mr. Chairman and Members of the Committee, thank you for the opportunity to
provide comments on improving our Nation’s renewable fuels infrastructure to ac-
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commodate the increasing volumes of renewable fuels in the transportation sector.
As we continue to intensify our national effort to develop renewable energy options
for transportation, it is vital that we focus on ensuring the infrastructure necessary
to support our national vision of a domestic clean fuels industry.

The large-scale introduction of biofuels into consumer markets poses significant
challenges throughout the production, supply, transport, distribution, and utilization
cycle. These challenges must be effectively addressed to support the successful
achievement of the President’s Advanced Energy Initiative and the “Twenty in Ten”
goal for reducing our dependence on oil. The “Twenty in Ten” goal aims to reduce
our gasoline use by 20 percent within the decade. To help achieve this, the Presi-
dent has called for a robust Alternative Fuel Standard (AFS), requiring the equiva-
lent of 35 billion gallons of renewable and alternative technologies in 2017. Encour-
aging the broadest range of alternative fuel technologies is critical to the type of
transformational change necessary to improve our Nation’s energy security. Cre-
ating certainty by establishing a durable, predictable AFS for the Nation will be an
important first step necessary to stimulate more investment in infrastructure.

Recent developments have strongly accelerated the growth of biofuels in this coun-
try, and we recently have been adding more than a billion gallons capacity of eth-
anol each year (source: Renewable Fuels Association, http:/www.ethanolrfa.org).
Our strong investments into cellulosic ethanol research, development, and dem-
onstration activities will further increase the biofuels growth rate. In the last year,
the Department has announced the availability of nearly $1 billion for biofuels
R&D, subject to appropriation, over the next three to five years, including:

e Up to $385 million for the construction of six cellulosic ethanol biorefineries
over the next four years. Once up and running, the facilities—located in Cali-
fornia, Florida, Georgia, Idaho, Iowa, and Kansas—are expected to produce
more than 130 million gallons per year (mgy) of cellulosic ethanol;

e $375 million awarded to three new Bioenergy Centers to advance understanding
of how to reengineer biological processes to develop new, more efficient methods
for converting the cellulose in plant material into ethanol or other biofuels serve
as a substitute for gasoline;

e Up to $200 million to support the development of cellulosic biorefineries at ten
percent of commercial scale that produce liquid transportation fuels such as eth-
anol, as well as biobased chemicals and bioproducts used in industrial applica-
tions;

e Up to $23 million in Federal funding for five projects focused on developing
highly efficient fermentative organisms to convert biomass material to ethanol.

The Department’s investments into cellulosic ethanol research, development, and
deployment are focused on achieving the goal of cost-competitiveness by 2012. This
projected increase in ethanol use will challenge our existing liquid fuels infrastruc-
ture. We expect the market’s ability to absorb gasoline blended with up to 10 per-
cent ethanol, which can be distributed through existing infrastructure, to reach its
limits in the near future, possibly even the next 5 years. This reality will require
multiple pathways to continue growing our domestic renewable fuels industry.
These pathways need to be immediately addressed in parallel.

While much of the national debate has focused on the production of renewable
fuels, much less public attention has been directed to the challenges of infrastruc-
ture. To address the important link between biofuels production and biofuels dis-
tribution and consumption, a recent report by the Government Accountability Office
called on the Department of Energy to develop a strategic approach that coordinates
the expansion of biofuels production with distribution infrastructure and vehicle
needs. The National Petroleum Council’s July 18 draft report, “Facing the Hard
Truths about Energy,” similarly highlights transportation infrastructure as a con-
cern for biofuels—constrained capacity on our roads, rail, pipelines, and waterways
pose a substantial barrier to encouraging alternative fuels.

The Department is sharpening its focus on the issues highlighted by GAO and the
National Petroleum Council and is targeting infrastructure barriers to biofuels
growth by forging strategic cost-shared partnerships with private industry, collabo-
rating with other agencies, and working with the different regions of our country
to bring the promise of large-scale biofuels distribution to fruition.

Mr. Chairman, I am pleased to report to you that the Department’s focus on ena-
bling the development of a domestic biofuels industry is already showing results. We
have developed, in the Office of Energy Efficiency and Renewable Energy (EERE),
a biofuels infrastructure team. This team connects, for the first time, the Vehicle
Technologies Program and the Biomass Programs to promote a comprehensive and
coherent approach to the biofuels industry. DOE recently completed testing on the
BioPower sedan produced by SAAB (a subsidiary of GM) to validate E85 engine op-



13

timization technology, confirming the ability to meet EPA emissions standards and
increased performance.

The Department is coordinating pipeline work with DOT, which has responsibility
for setting standards for pipeline transportation and ensuring that these products
can be safely handled, and working to examine the compatibility of intermediate
blends (such as E15, E20, and other lesser blends than E85) on the existing vehicle
fleet with the EPA, which has responsibility for testing the emissions impacts of
fuels and vehicles, and registering and certifying fuels and fuel additives before they
can be used in the transportation system. Finally, we have elevated the level of ac-
tivity and engagement of the Interagency Biomass R&D Board, an interagency co-
ordinating group, to ensure a comprehensive approach to addressing key infrastruc-
ture barriers, such as feedstock availability and infrastructure development. These
efforts, both internal to the Department and externally throughout the Executive
Branch, are focused on reducing duplication, accelerating research, development,
and commercialization activities, and ensuring a comprehensive approach to domes-
tic biofuels deployment in a timeframe that is consequential.

As I have testified many times before, Government funding alone will not be suffi-
cient to meet the substantial challenges of changing our Nation’s energy portfolio.
The deployment of pumps, vehicles, and other infrastructure must increase rapidly
over the next decade, so that consumers have access to domestic renewable fuel
sources.

There are approximately 170,000 fueling stations in the U.S., of which only 1,183
offer E85. In order to make E85 readily available, the Department estimates that
approximately 50,000-60,000 stations must exist and operate simultaneously to fully
implement an E85 infrastructure (similar to the current number of diesel stations).
On average, retrofitting an existing fueling station to offer E85 is estimated to cost
$60,000. The 2005 Energy Policy Act provided tax incentives that can defray up to
$30,000 of the total cost. While it is not the Department’s role to pay for the instal-
lation of biofuels infrastructure, the Department can provide technical assistance,
training, and small grants that can be leveraged by State, local, and private sector
funds. In 2006, the Department, through its Clean Cities program, announced selec-
tion of alternative fuel infrastructure projects that will result in 182 pumps in-
stalled by the end of 2008. In the last 12 months, there were a record number of
E85 pumps installed nationwide: 440. At this rate, it will take 110 years to reach
critical mass in E85 infrastructure. The current rate of deployment is insufficient
to support our national vision of domestic biofuels production, deployment and use.

The Department believes that an E85 delivery system is an important goal of an
alternative fuels infrastructure, but that intermediate blends (e.g., E15, E20) may
offer an alternative approach to balance fuel production and use in parallel in order
to enable continuous uninterrupted growth in production. In fact, intermediate
blends may provide for more rapid absorption of renewable fuels into consumer mar-
kets in the near-term.

Flexible fuel vehicles can readily and easily accommodate any biofuel blend up to
and including E85. Currently, there are more than six million flexible-fuel vehicles
(FFVs) on the road in this country, but still a relatively insignificant number rep-
resenting a small percentage of the approximately 225 million light duty vehicles
in the U.S. Domestic auto manufacturers have pledged to the President to make
half of their products flex-fuel capable by 2012, and we are hopeful that this trend
will be maintained and even be accelerated. It is important to note that this com-
mitment is contingent of the availability of the physical presence of E85 infrastruc-
ture.

During my first week on the job, I traveled with Secretary Bodman to Detroit,
where he addressed the leaders in the automotive industry with a direct challenge,
calling for more flex-fuel vehicles on the market for all vehicle types and classes,
available from all manufacturers who serve the U.S. market. We see no technical
reason why flex-fuel vehicles can not be more uniformly ubiquitous across all mar-
kets. Nor do we see any technical reason that at least the option of flex-fuel could
not be offered to all consumers at a relatively low price.

CODES AND STANDARDS

The widespread deployment and use of biofuels will depend in large part on the
harmonization of existing codes, standards, and regulations, and the development
and promulgation of new codes and standards where they are deemed necessary.
This will ensure consumer confidence, safety, environmental protection, and the in-
tegrity of our Nation’s fuel supply, distribution, and utilization infrastructure.
EERE has initiated an effort to engage international collaborations to address fuel
standards, data sharing, and other common interests. Establishing harmonized
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codes and standards is critical and time sensitive since the market is expanding
rapidly. For example, a standard that addresses fuel quality would directly affect
production plant design and cost.

The Department has been working with industry to sponsor work in codes and
standards development for many years. These efforts have helped to accelerate the
development of codes and standards for alternative fuels and establish mechanisms
to distribute information to relevant stakeholders. Similar efforts are now underway
to work with industry stakeholders and other Federal agencies to promote biofuels
codes and standards.

The Department is working with automotive manufacturers and E85 dispenser
manufactures to establish Underwriters Laboratory (UL) safety certification proce-
dures for E85 fueling equipment on an accelerated schedule. DOE provides technical
guidance and coordinates with standards organizations such as the American Soci-
ety of Testing and Materials (ASTM), the National Fire Protection Association
(NFPA), the American Petroleum Institute (API), the American Society of Mechan-
ical Engineers (ASME), and the Society of Automotive Engineers (SAE). We also
work with the National Institute of Standards and Technology (NIST) and the Inter-
nal Revenue Service (IRS) on metering issues. It is worth noting that all pumps are
tested and certified to accommodate up to E15. Variable pumps that allow con-
sumers to select the most appropriate blends will soon be available to allow more
choices and a more rapid absorption of biofuels in the marketplace.

OUTREACH

Our vehicle technology deployment efforts, including Clean Cities’ activities, facili-
tate training of state and local public safety officials (e.g., local fire departments,
construction and permitting officials, fire marshals, and first responders) which is
critical to assuring the smooth and continuous expansion of biofuels markets.
Though ethanol, either as E85 or as a blendstock in gasoline, garners most of the
publicity these days, DOE also works on infrastructure issues which are associated
with other current biofuels, such as biodiesel, and monitors the development of
other biofuels which may be important in the future.

In the biodiesel arena, DOE is engaged, along with our partners in the National
Biodiesel Board, in important revisions to that fuel’s ASTM standard. This work has
enabled broader application of biodiesel and increased the confidence of Original
Equipment Manufacturers (OEMs) and vehicle owners that the use of biodiesel
blends are compatible with existing engines.

CONCLUSION

The President’s “Twenty in Ten” goal holds the promise of accelerating penetra-
tion of cellulosic ethanol and other alternative fuels into the marketplace and bring-
ing the benefits of a clean renewable and alternative energy source more quickly
to our Nation. Providing the necessary infrastructure is a critical part of reaching
that goal, and we are mindful throughout our programs of that imperative. A com-
prehensive effort is underway to meet the challenges of a growing renewable fuels
industry in transportation.

In order to meet the target of 20 percent gasoline reduction in a ten-year span,
it will require change in the status quo and agile capacity to adopt fuel delivery sys-
tems, codes and standards, and the national vehicle fleet. The President’s “Twenty
in Ten” initiative outlines how this would be achieved through pursuit of technology
advancements and policy incentives. In addition, voluntary market decisions must
take place at a rate and scale that is consequential within a timeframe that mat-
ters. The Department appreciates the interest and support of the Committee in this
critical area. This concludes my prepared statement, and I would be happy to an-
swer any questions the Committee members may have.

Senator DORGAN. Secretary Karsner, thank you very much. Let
me ask. Do you think the marketplace will solve this problem?

Mr. KARSNER. Provided with the correct policy stimulus the mar-
ketplace is the delivery mechanism that will ultimately solve the
problem. I suppose the question is do we have the appropriate pol-
icy stimulus to enable that outcome?

Senator DORGAN. You've heard me describe what the major inte-
grated oil companies are doing to prevent this from being solved.
Will that prevention or will those prevention activities interrupt it
if you think the marketplace is to solve the problem potentially?
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Mr. KARSNER. I certainly think that those impediments need to
be addressed with respect to E85 delivery.

Interestingly I just had lunch with Governor Pataki last week
who had introduced legislation in New York to address those issues
very specifically. So, on a State-by-State basis those issues are
being addressed with regard to E85 under the canopy and exclu-
sions on the gas stations. With regard to E85, I think we have a
need to address it more comprehensively.

Senator DORGAN. Should we address them on a national basis?
For example, Chevron-Texaco and Conoco-Phillips station owners
are not allowed to list E85 on their primary sign listing fuel prices
and must pay to erect a separate sign. Is that something that re-
strains E85 in your judgment?

Mr. KARSNER. I can’t speak for the position of the franchise
owner itself. But I would say that the New York model, if it is not
overly disruptive to the marketplace and handles the liabilities ap-
propriately, may be something that we need to examine with re-
gards to those impediments to E85.

I would further add though, that the other pathways, E15 for ex-
ample, where the pumps are already certified and exist may pro-
vide for more immediate penetration across all of these stations.

Senator DORGAN. I'm going to ask you about that in a moment.
But at the moment I'm asking you about the actions of the major
oil companies to thwart the ability to have the infrastructure. Con-
oco-Phillips memo to franchisee says that it will not allow E85
sales on the primary island under the covered canopy. Should we
do something about that or should we just wait for the states to
try to do something about that?

Mr. KARSNER. It’s a little bit of a challenge, Senator, for me to
address it because it’s really a contractual law issue between the
parties of the franchisee and the franchisor. The reason I brought
up the New York example is because I think it’s an example that
has been tested that if it bears out could be an example to that.
But I'm not an expert in the contract law.

Does it represent an impediment to the distribution in and of
itself? I think the answer to that is obviously, yes.

Senator DORGAN. BP will not allow its franchised stations to
offer payment by credit card at E85 pump. Is that an impediment,
do you think to the sale of E85?

Mr. KARSNER. If I were a station owner who wanted to sell E85,
I would think that.

Senator DORGAN. So, the reason I'm asking these questions—Do
you think there’s something for us to do here when we see this
kind of restraint on the sale of E85 or should we say, you know
that’s happening in the marketplace. If the Big Oil companies want
to decide to thwart the marketing of E85, so be it. We'll just wait.
Do nothing. What’s your impression?

Mr. KARSNER. The first part of your question, do I think some-
thing needs to be done. The answer to that is yes.

Senator DORGAN. By whom.

Mr. KARSNER. I think policy stimulus is clearly necessary for the
market to deliver that outcome. I don’t start with the premise that
the oil companies are necessarily an adversary to the outcome. I
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think the policy stimulus needs to ultimately guide them to that
outcome and hopefully guide them there profitably.

Senator DORGAN. You don’t think this—these actions are detri-
mental to the right outcome?

Mr. KARSNER. No, no.

Senator DORGAN. It seems to me that the oil companies are doing
exactly what you would expect them to do, if they have the power
to make it stick.

Mr. KARSNER. I mean to say they’re not necessarily adversarial
to the solution. It may be that their interpretation of their contrac-
tual engagement with their franchisees at the present represents
an impediment. I'm not sure that that impediment couldn’t be over-
come and overcome profitably for them.

Senator DORGAN. It appears to me their actions are adversarial
to the sale of E85.

Mr. KARSNER. In the present context I can see where you might
interpret it that way.

Senator DORGAN. Would you interpret it that way?

Mr. KARSNER. Were I a franchisee and wanting to distribute E85
and being denied to do so under my canopy for sale and for profit,
I likely would.

Senator DORGAN. How about as opposed to a policy maker. In
terms of a franchisee, I understand. As a policy maker, would you
look at these and believe that. Let me tell you why I'm asking the
question.

I don’t think that we have a ghost of a chance of solving this
problem if we have those who control 60 percent of the service sta-
tions in this country deciding they're going to do everything they
can to try to prevent people from having free access, or I should
say reasonable access to E85. This could be by keeping it off the
island where you have the other pumps, not allowing credit cards,
not allowing advertisement on the price, and so on.

I don’t think we can solve this. I just don’t. Unless both as
franchisees and as policy makers we say, wait a second. You can’t
do this. So, I'm sorry—

Mr. KARSNER. I understand your meaning. I mean, fundamen-
tally, there is a misalignment of the national objectives with the
current laws and profitability in between the relationship for the
franchisor and the franchisee. The complexity as a policy maker is
this does involve a private contractual relationship to which both
parties have consented.

So, that is why I've said, again, going back to the New York
model, they seemed to have threaded that needle in a way that
bears examination.

Senator DORGAN. My point of this hearing is that we have to
change that relationship. In fact, we’re trying to change the rela-
tionship by which 60 percent of our oil comes from off our shore.

One other question, others here need to be able to ask questions.
You say on page four, you seem to suggest to me that, and you al-
luded to it a moment ago, the intermediate blends may provide for
more rapid absorption of renewable fuels. I assume there you're
talking about blend pumps at 20, 30, 40, 50 percent blend, and I
believe we really need to get to that point as well.
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But I—and while I think that that’s something that we should
move toward, I think still hanging on to the notion of substantial
widespread marketing of E85 is essential to making successful our
g}(l)aloof 36 billion gallons of renewable fuel. Would you agree with
that?

Mr. KARSNER. I would, but I would say that intermediate blends
as low as anything above E10. As all pumps in this country are
presently certified ready and enabled to use E15, in theory you
could aggressively pursue E85 and at the same time pursue an in-
termediate blend of E15 and substantially accelerate your prob-
ability of meeting those goals in a shorter timeframe.

Senator DORGAN. Mr. Karsner, you're a good Assistant Secretary.
You and I have traveled together.

Mr. KARSNER. Yes, sir.

Senator DORGAN. I like your work. This is one of those cases, on
this issue where we as a country have pledged that we are moving
in this direction. We’re going to head toward 36 billion gallons. We
have to find a way to market it, or we’re going to fail. This will
collapse. On some policies we can sit around somewhere between
daydreaming and thumb sucking and nothing much will come of it.
Nobody cares much because we just don’t do this or that or the
other thing.

In this case, if we don’t solve this infrastructure problem, this
whole issue of producing renewable fuels and being less dependent
on foreign sources of energy will not matter. We will fail as a coun-
try. So that’s why this is so unbelievably important. We have to get
the infrastructure right. It’s not even a very sexy subject, having
a hearing on infrastructure on E85. But it has profound con-
sequences for this country. I'm going to send you this list of ques-
tions, and I hope we can work together.

Again, I appreciate your work. I don’t mean to badger you about
this. But I just feel so strongly that the policy issues here are just
too important. We've just got to deal with them. They’re just of
paramount importance.

Senator Murkowski.

Senator MURKOWSKI. Thank you, Mr. Chairman. Mr. Karsner,
appreciate your being here, your testimony. I guess I'm listening to
your comments, listening to what the chairman of the committee
here has indicated and it just strikes me as we’re having this com-
mittee meeting after the horse has already left the barn or what-
ever the expression is.

Senator Klobuchar mentioned the kind of the chicken and the
egg situation that you can’t make this happen unless you've got the
infrastructure in place where you know you can fuel up and you're
not going to buy the car unless you—we need to know that the in-
frastructure is there. We have signed on to a policy. The Adminis-
tration has endorsed it very rigorously. Here we are. Now we're
trying to figure out how we make it work.

It seems to me that many of these questions should have been
asked before we committed to the policy. If we couldn’t make the
policy work, perhaps we shouldn’t have gone down this road. We're
out the barn door so we’re making it happen.

You have mentioned in the wording that you have used a couple
of different times the current rate being insufficient here in terms
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of the number of filling station pumps that are out there, the rate
that we are on and just the reality that we’re not going to be able
to achieve our goal unless we improve the rate and scale in terms
that are consequential, to use your terms. What does that really
mean? What are we going to have to do in order for it to be con-
sequential in order for us to meet the goal that we here in Con-
gress have set?

Mr. KARSNER. Ok. First let me say that I do believe we can do
those things. So it is a reality that we can design and include the
appropriate policy stimulus. If you’re talking about some of what
the core elements are to get to a rate that is consequential, we
have already done and addressed the most important core element,
which is can we enable the conversion technologies to produce do-
mestic clean fuels supply? Can we do that economically in a time-
frame that’s consequential? The answer to that is, yes, from the
technology point of view, the capital formation point of view, and
the growth rates that are currently existing in the market.

The question that we’re discussing today is then what do we do
with all of this fuel? Where does it go? We know that where we
know it needs to go is in our vehicle fleet. The amount of our vehi-
cle fleet that can handle both intermediate blends in cars that are
warranted or E85 is much too small.

So at a cost of 45 to 200 dollars to modify our vehicle fleet and
make it flex fuel ready, we need to get to that state where we uni-
formly have traffic predictably in terms of the cars that we have.
On a comparable basis this is like having the option to buy mats
or even maybe mud flaps, but with a larger more significant na-
tional security implication. That’s the car side of it. Those cars
need someplace to go and a fuel to get.

E85 is an important strategy, one that we will continue to pursue
and to maximize, but it is constrained by locality and by distribu-
tion of the fuels. So we are looking into other, lower intermediate
blends that have already accessed infrastructure such as E15. That
will require a certification process by EPA and other blends like
E20 that the state of Minnesota is petitioning for.

So the very things that we’re talking about today, retail delivery
structure, the pumps and retail availability of the modification of
the vehicles, really are the enabling and negating factors for the
piece, the most difficult piece that we've already covered, which is
the production.

Senator MURKOWSKI. Mr. Chairman, my time’s up. Thank you.

Senator DORGAN. Senator Menendez.

Senator MENENDEZ. Thank you, Mr. Chairman. Mr. Secretary,
there are 129,000 flex fuel vehicles in New Jersey, absolutely no
E85 ethanol pumps in the State. So, I look at that and I look at
our national strategy and I say to myself that this may be ethanol,
a success story for rural development in the Midwest. But if we
don’t create the infrastructure necessary to transport these fuels
nationwide there’s a real threat that biofuels can be viewed as a
regional issue rather than the national one that we expect it to be.

I have been supportive of the pursuit of ethanol, but that support
can’t be just for regional purposes at the end of the day. It’s about
a national strategy. So it runs a risk of losing support if it only can
be confined to a part of the country.
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One solution to this problem has been discussed has been to
transport ethanol to the coast via pipelines. But I also understand
that ethanol has a tendency to corrode and crack traditional fuel
pipelines. Earlier this year, on April 12, you were before the com-
mittee. That’s about three and a half months ago. I asked you then,
specifically, about ethanol infrastructure and whether the Depart-
ment was working in conjunction with the DOT, the Department
of Transportation to solve the problem of transporting ethanol via
the pipeline. I think you told me at the time that you were just
having meetings. So my question is has the work begun? What
progress has been made? Let’s start there.

Mr. KARSNER. Yes, the work has begun.

Senator MENENDEZ. When did it start?

Mr. KARSNER. I think shortly after that hearing to be honest
with you or immediately before it, so maybe three or 4 months ago.
I don’t recall when our hearing took place.

Senator MENENDEZ. What type of progress has been made?

Mr. KARSNER. I'm less comfortable speaking for the progress and
the milestones because it is the Department of Transportation that
does the work. We play a supporting and facilitating role. So, we
meet not less than monthly at the highest levels with the Depart-
ment of Transportation to discuss that issue.

But I would add again, that you're in a dynamic developing envi-
ronment. So some things relative to pipelines are really based on
corn based ethanol, which is conventional ethanol, which we have
no investments in through the Department of Energy because it is
already commercial at market. We anticipate for New Jersey, for
the Northeast, for the Southeast, for other regions of the country
to break out of the regionalism of the conventional ethanol and
that we will see cellulosic ethanol on line and at commercial scale
by 2012. So it is as likely in our mind that you would get a long
distance transportation corridor from the Midwest for pipeline as
it is that local producers would begin within the same timeframe.

Senator MENENDEZ. Why is this such a technical challenge that
the Brazilians have been pipelining ethanol for years?

Mr. KARSNER. I'm not sure that it is a technical challenge. You
know the Brazilians have a monopoly on their pipeline system.
Petrobas has had that mandated for three decades, as you indicate.
I think it is a question of our private pipeline companies getting
comfortable with the proposition.

I understand that many of them are, and that many of them are
pursuing it and others of them are quite skeptical. What they
would like the Federal Government to do, and what we are pur-
suing, is that material science based on the corrosion and the
cracking that you mentioned as a current impediment.

Senator MENENDEZ. Let me ask you this. I also understand that
you are all working with the EPA to test whether traditional gaso-
line cars can use ethanol concentrations as high as E25, similar to
what cars use in Brazil. In your testimony you referenced the test-
ing was completed for one model of car, but when will the Depart-
ment and the EPA finally have done the work necessary to put
blends above E10 in regular gasoline cars?

Mr. KARSNER. To my knowledge sir, not having gone through the
process before, I am told that with the present statutory process,
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public comment periods etc, about the fastest that we could expect
that to be completed would be 36 months, with the majority of time
focused on the studies and technology validation that would pre-
cede fuel certification.

Senator MENENDEZ. Thirty-six months. You know, GM and Ford
together account for over 30 percent of the vehicles sold in Brazil
and many of those cars are not flex fuel, yet they run on E25. Why
can’t those same cars run on E25 here in the States?

Mr. KARSNER. I think this is a great question for the automakers.
That’s precisely what the Federal Government means to use our
testing processes to validate. I mean some of—now most of those
cars, I think, what you’ve been told are different models and dif-
ferent engine blocks than are sold in this country. That is, in fact,
true. There are some common models that are sold in Brazil and
sold in the United States which begs that precise question. But
that is why we are embarking on studying that in a very method-
ical way, so that we can validate that answer.

Senator MENENDEZ. I will certainly ask the questions. I hope the
Department’s asking questions too. Youre ultimately in charge
with promoting the energy security of the country at the end of the
day.

I'm going to ask you to submit for the record the timelines on
some of this work that I've been asking you about.

Mr. KARSNER. Sure.

Senator MENENDEZ. When it began? What steps need to be com-
pleted and when this work will bridge the technical hurdles to
allow for some of this to take place? I look forward to your re-
sponses in writing.

Senator DORGAN. Thank you very much.

Senator Corker.

Senator CORKER. Thank you, Mr. Chairman. Thank you again for
testifying before our committee. I want to say if we come from a
State—or I come from a State in Tennessee that is working on a
continuum, if you will, as it relates to especially cellulosic ethanol
but other ethanols. I have actually spent a good deal of time talk-
ing with people about E85 pumps.

While there may be certain marketing constraints that our chair-
man referred to, there is also just the issue of the chicken and egg.
That is I know of one particular facility that put in an E85 pump
and it’s more of a novelty, if you will. There just aren’t that many
vehicles out there to utilize it and they want to be part of solving
our problem.

I do think that what you have said about the blend piece is the
way for us to maximize if you will the use of alternatives in this
way. At the same time hear from people who market petroleum
around the country that the various state standards that exist is
one of the most complicating issues they deal with. I wonder if you
could speak to that for just one moment? Apparently every State
has a different formula and that too, if you will, creates additional
issues, if you will, for people who won’t actually use ethanol as part
of their mix.

Mr. KARSNER. Thank you, Senator.

I think that really refers to this idea of this balkanized boutique
fuel market that we have across this country and the need for sim-
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plification for greater efficiency. So, while that’s not unique to the
question of ethanol, it certainly affects it when you start talking
about different states with different blends and different certifi-
cations. For example, Minnesota is putting forward its own petition
and sees a need to get to a higher intermediate blend to augment
its E85 outlets which lead the Nation right now. That should serve
as a bellweather we think we need this solution nationwide.

So what we are seeking, together with EPA, is to understand and
examine and determine whether or not these intermediate blends
can be proactively certified so that we have nationwide standards.

Senator CORKER. As we look at the limited resources and I know
that at some point we’re going to be looking more fully I guess at
the infrastructure needs both at the retailer but certainly at the
pipelines. A few have mentioned that. What sort of sequence of pri-
orities is most important for us to look at from the standpoint of
the actual capital deployed and maybe the Federal Government’s
role in that? What sequence?

Mr. KARSNER. This is a great question in terms of whether it is
the chicken or the egg. To the extent that you separate them and
say what could come first, I suppose this is more of a personal than
a professional assessment. But I would always say go with the
least costly, least pain, first.

In other words, if modification of the flex fuel vehicles creates the
market or the repository where all the fuels ultimately go, one
would say why are we not coming up with a policy where the auto-
makers could do that profitably and not linking it to their CAFE
obligations. So once we understand, once anybody understands, in-
cluding the majors, that vehicular traffic is more predictable in
terms of consumers who can choose, then you immediately lift the
incentive for this to get beyond independent, downstream retailers
and to get it into the majors.

So you need both, but in terms of least cost, modifying the fleet
for flex fuel capability across the Nation, I think is quite important.
It is important that we remove it from a selective exercise and not
knowing where the cars in New Jersey or in California match up
with the stations because it’s going to take 17 years to turn the
fleet. So it’s something we need to get on with in a hurry.

Senator CORKER. Thank you, Mr. Chairman. I know my time is
up.

Senator DORGAN. Senator Corker, thank you very much.

Senator Tester.

Senator TESTER. Yes, thank you, Mr. Chairman. Thank you for
being here. The E10 can be burnt basically as gasoline right now
without any modification in any vehicle, right?

Mr. KARSNER. Correct.

Senator TESTER. Do you have any idea how many pumps are
pumping E10 or E15 right now?

Mr. KARSNER. I couldn’t give you a number. But I would say it’s
probably on the order of about half the Nation’s pumps right now
doing E10. I think if you said an ethanol blend, any blend up to
E10, it would probably be on the order of 80 percent of the pumps
in the Nation.

Senator TESTER. Ok.
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Mr. KARSNER. That’s a rough guess. I'd like to report back for the
record.

Senator TESTER. That would be good. That would be fine. If you
would, I would appreciate that.

E10, if it goes above E10 than there is some question as to
whether it can be burnt? Where’s the line at? Senator Menendez
talked about 25. Is that the 257

Mr. KARSNER. The question above E10 is what the vehicle manu-
facturers will warrant their performance in this country for. So it
really is not a technical question in its entirety. It’s really a ques-
tion of voiding the engines warranties.

Senator TESTER. I'll save that for the car manufacturers then.
The Chairman talked pretty extensively in his questions. I'm just
curious. Do you think, I mean you listed—the Chairman listed a
lot of major oil companies there, many. Do you think that they are
maybe obstructing the usage of ethanol?

Mr. KARSNER. I think the oil companies have a fiduciary respon-
sibility to maximize profitability for their shareholders. The idea of
eroding that profitability with something that doesn’t belong in
their market of fuels is probably against their interests.

Senator TESTER. Does that trump national security?

Mr. KARSNER. From whose perspective? From their shareholders?
From our perspective clearly, we need 20 percent displacement of
gasoline and ethanol has to be a priority for national security.

Senator TESTER. Do you agree that if it never makes it to the
pump, never makes it to the marketplace its chance for survival is
slim to none?

Mr. KARSNER. I agree that the ethanol must have outlets to the
marketplace. Not only do we need it to achieve our goals, we need
it to avoid the industry falling off a cliff relative to the growth
rates that we have induced in industry. So we can keep it growing
continuously or we can find an abrupt stop.

Senator TESTER. Is it a position of the Department of Energy or
do they have a position that our reliance on foreign oil is a prob-
lem?

Mr. KARSNER. We do have a position that our reliance on foreign
oil is a severe problem and it is a priority of our mission to address
it.

Senator TESTER. Do you see any conflict there at all? Do you see
any conflict over the priority and ethanol not being able to be
pumped at the pumps because they have agreements, I think, and
from my perspective, they have agreements intentionally so that it
makes a consumer depend upon foreign oil production.

Mr. KARSNER. Who has agreements intentionally set up?

Senator TESTER. The major oil companies.

Mr. KARSNER. I see.

Senator TESTER. With their franchises.

Mr. KARSNER. Yes. It may be the case that their incentives are
not aligned with the national security imperative.

Senator TESTER. Ok, that’s fine. Information. Do you think that
there’s adequate information going out to the consumer about eth-
anol, E85 or even the lesser percentage blends?

Mr. KARSNER. No.
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Senator TESTER. Does the Department of Energy have a plan for
that?

Mr. KARSNER. We do have a plan. In fact we have institutional
programming to get communication out.

Senator TESTER. How will you do that?

Mr. KARSNER. We have a Clean Cities Program by one example,
which has offices in 85 different cities across the country to dis-
seminate information, education, website access. But you asked me
was it adequate or is it sufficient and relative to the amount of
disinformation—

Senator TESTER. Yes.

Mr. KARSNER. No, it is not sufficient relative to the rise in
disinformation on ethanol.

Senator TESTER. So you’ve just brought up a conflict. You've just
brought up a problem. Is there some action proactivity planned to
solve that problem from the Department of Energy standpoint?

Mr. KARSNER. As with any communication campaign, persistence
and refining your message and getting out in the outlets is your
best available tool. But it’s not a one sided story.

Senator TESTER. You know sometimes I wished I was an attor-
ney, but oftentimes I'm glad I'm not too.

So, I just find it interesting. I think that there is an information
drought out there. I don’t know if there’s a lot of misinformation
about ethanol. I know there’s not a lot of information about it,
about its advantages, about national security, about energy secu-
rity. My take is that maybe we ought to be more proactive on that.

As far as the blends and as far as the taking 36 months to figure
out what percentage will work in a vehicle. I think that’s unaccept-
able to be quite honest with you. Government tends to run slow,
but there’s plenty of studies out there that deal with this issue.

Mr. KArRSNER. With all due respect, Senator, it’s not something
we can do by just adopting a study. It’s not whether we understand
whether the engine can perform that way. We could do that tomor-
TOW.

Senator TESTER. Yes.

Mr. KARSNER. Whether we can certify it, whether the EPA can
issue its certification according to statutory processes that it has is
the issue. So we are dealing with the process that was given as a
matter of the law and 36 months would be a record pace.

Senator TESTER. Could you present some things that we could do
to the statute to make that process more simple?

Mr. KARSNER. We'd be happy to go to the EPA and report back
to the record or work with your office.

[The information follows:]

Statutory changes are likely not necessary. Based on our most recent experience,
the majority of the time consumed in the current process for certifying new fuels
is focused on the studies and analysis that are the basis for certification. The De-
partment has been working with national laboratories and private contractors to
conduct an extensive data collection effort and analyze performance, environmental,
materials, and other issues associated with intermediate blends. EPA has been very
helpful in reviewing DOE’s test design and methodology to ensure that our data col-
lection and analyses will satisfy their requirements for determination of fuel certifi-

cation. DOE has put this testing on a fast track and plans to share data with EPA
throughout the process in order to inform their regulatory activities.



24

Senator TESTER. That would be great. Thank you very much.
Thank you, Mr. Chairman.

Senator DORGAN. Senator Tester, thank you very much.

Senator Martinez.

Senator MARTINEZ. Thank you, Mr. Chairman. Secretary, thank
you for being here. I represent the State of Florida. We have over
17 million people. The third largest consumer of petroleum prod-
ucts in the country and currently we have only 359,000 vehicles
that are E85. But to compound the problem even more we only
have one commercially available E85 pump available for that whole
State of Florida. We are also way downstream from where most of
the ethanol is produced.

So, a couple of questions arising from that. We're not producing
ethanol in Florida that we can utilize and it would be likely not
to be done for some period of time. Although I'm very hopeful that
in the future Florida will play a very big role in that. But in the
meantime do you think it would advance the national security in-
terest of our country if we were to lift the tariff on Brazilian or on
ethanol from any foreign source, but more specifically from Brazil
and import ethanol to a place like Florida where we can then uti-
lize it readily by bringing it in from off shore as opposed to import-
ing oil from a country like Venezuela?

Mr. KARSNER. It’s a great question, Senator. I'm not an expert
in trade law or in the matter of the tariffs. Let me give a little bit
of context. First of all, Florida is one of our six winners for cel-
lulosic ethanol bio- refinery grants that we’ve invested up to a bil-
lion dollar in cost shares this year. So, we're very hopeful about the
future of citrus waste for cellulosic ethanol and some of the good
work of Dr. Lonnie Ingram at the University of Florida has been
instrumental.

We see the southeast as a key area for ethanol growth on cel-
lulosic that will be affected if other cheap ethanol were to flood into
the market from Brazil. But even if it were that cheap, given its
tropical advantages and growth rate of sugar, it’s questionable
whether the Brazilians would have sufficient output even if there
were a tariff lifted. Because of their own requirements, the Brazil-
ians are actually short in meeting their own requirements and are
having to scale back the amount of ethanol blends they have in
their own systems.

So I think that there is an extraordinary amount of excess opti-
mism about what a tariff change would do relative to Brazilian out-
puts. We are heavily engaged with the Brazilians, in terms of the
partnership, signed and agreed to by Presidents Lula and Bush on
technical R and D collaboration and policy development. So, there
might be, 1 day, when we see a greater globally commoditized eth-
anol market. At present that is a lower priority than getting to a
more universally commoditized domestic market on the back of
scaling infrastructure through the new R and D and cellulosic
pathways.

Senator MARTINEZ. I'm excited about the future research as well
and I think there is a lot of hope coming out of the University of
Florida’s research. But more specifically to what we can do in the
meantime if the Brazilian option might not be—it certainly isn’t
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practical because even though we profess that we want ethanol
there’s not the wherewithal here to do away with the tariff.

So let me move away from that. The business of the infrastruc-
ture being there and the pipelines being utilized could also be a
way in which Florida could benefit. I'm not sure I understood ear-
lier, when you were asked about this existing infrastructure,
whether it could be utilized or not. But I believe Senator Menendez
had asked you something along these lines and I wonder if you
might address it for me as to how can we get the existing pipeline
infrastructure to be available to be utilized for ethanol so that we
might be able to transport it to places like Florida.

Mr. KARSNER. Again I think the Department of Transportation is
working with pipeline operators who are interested in the subject.
I understand there is a great deal of interest in new dedicated
pipeline infrastructure. Actually retrofitting the use of a pipeline I
understand to be slightly more complicated in terms of being able
to flush that system and ensure that you minimize the corrosive
nature of the oxygenates.

So, those things are under the auspices of the Department of
Transportation. We are conducting the technical tests to them for
the private sector participants that are interested. But again,
something much more in our portfolio is developing regionalized
feed stock solutions and regionalized cellulosic future. So if you
look at the same timeframe for planning, it’s a question of which
happens first.

Senator MARTINEZ. So for Florida’s future we’re more likely to
find the solutions to our own problems closer in the neighborhood
than we would be shipping it in pipelines across the country.

Mr. KARSNER. We’re working to make that at least as likely, if
not more likely.

Senator MARTINEZ. My time is up, but let me just, as a comment,
tell you that I know you don’t mean to sound like your protecting
the oil industry from their failure to provide outlets for ethanol. So
I would just add to the other comments that you heard that I think
it’s vital that they be pressured, that they be pushed or they be by-
passed, as we try to get ethanol to the consumer in an equally, fair
playing field regardless of the current contractual obligations be-
cause those contractual obligations can also be changed by the mu-
tual consent of the parties.

I think the other relation of government is to push in that direc-
tion for the sake of our national security, for the sake of our energy
security and also to help consumers find lower prices.

Mr. KARSNER. Sure.

Senator MARTINEZ. Thank you.

Suenator DoORGAN. Thank you, Senator Martinez. Senator Cant-
well.

Senator CANTWELL. Thank you, Mr. Chairman. Secretary
Karsner, is biodiesel still an R and D priority for the agency?

Mr. KARSNER. Biodiesel is still something the agency works on.
It is, relatively speaking, volumetrically far less available than the
alcohol-based alternatives that we look at. So it is prioritized ac-
cordingly.

Senator CANTWELL. So are we still spending resources there? I
mean I have information—
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Mr. KARSNER. We are, predominately on codes and standards
and acceptability. I believe you're going to have a witness from
Chrysler Corporation, for example, and so when they talk about the
reintroduction of the diesel engines we’re moving with them to cer-
tify higher levels of biodiesel blends. B5 is already certified and up-
ward to B20.

So, there’s less of a technological challenge and the technical
work that we do for biodiesel is really about using other and better
future feed stocks for it.

Senator CANTWELL. But don’t we have to keep driving down
costs? Isn’t that part of R and D is to technology breakthroughs
that will help us drive down the costs particularly by using the by
products of—I mean I think we know a lot already about crushing
seed. That’s not the challenge. The challenge is figuring out what
you can do to add value to that byproduct that’s produced and are
we doing work on that?

Mr. KARSNER. I can report back to you for the record on precisely
what the biodiesel program—

Senator CANTWELL. I think we’re moving away from it. My point
is that I don’t think we should be. So, but happy to hear—

Mr. KARSNER. Happy to work with your office and brief on that.

[The information follows:]

The Biomass Program does Products R&D to make high-value chemicals and ma-
terials in biorefineries, including biodiesel facilities. Specifically, for glycerol, a by-
product of biodiesel production derived from plant and seed oils, the Program is
working with the Pacific Northwest National Laboratory to develop enabling tech-
nologies that will lead to an integrated process for the production of propylene glycol
(PG) from glycerol. PG is currently fossil-based and is used in a wide variety of ap-
plications including detergents, food, paints, functional fluids (antifreeze, deicers),
and polymers. The goals of this project are to expand the market for glycerol from
biodiesel production, displace fossil-based PG production, and increase the profit-
ability of biodiesel production. This project expands the focus of the Biomass Pro-
gram’s portfolio beyond cellulosic ethanol to accelerate the Program’s efforts toward
reaching the President’s “Twenty in Ten” goals.

Senator CANTWELL. Happy to hear that the Administration may
be changing its mind on that.

On this issue I think my colleagues are obviously trying to get
your comments and thoughts obviously because your title is the As-
sistant Secretary for Energy Efficiency and Renewable Energy. We
have set, at least out of the Senate a goal; I mean a mandate, as
you mentioned, of reducing by 20 percent at least even the Federal
fleet efficiency and a 10 percent mandate by 2015 every year of use
of alternative fuels. So, if that ends up becoming law the Federal
Government in and of itself will have a challenge.

But let me ask you specifically, do you think that—would you
support legislation that says that the oil companies can’t, in con-
tract nature, prohibit franchisees from making alternative plans for
alternative fuel on their sites?

Mr. KARSNER. Senator, we just have to review the legislation
that you’re contemplating.

Senator CANTWELL. My colleague, Senator Klobuchar talked
about it. I'm saying do you think that the franchisees should be
able to, just because they buy gasoline from Chevron or Shell, do
you think they also should be prohibited from purchasing a product
from an alternative fuel source? I'm just asking your opinion on
whether you think they should be prohibited?
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Mr. KARSNER. You know, you’re asking me about a relationship,
a specific legal relationship, between franchisor and franchisee. I'm
just not nearly knowledgeable enough. I've never owned a gas sta-
tion. I’ve never owned an oil company. In terms of the end outcome
you seek, accessibility and penetration beyond independent down-
stream retailers amongst our majors clearly that is something the
Administration would like to work to occur. Asking a very specific
detailed question on how we would affect the franchise contract is
just something we would have to see in detail.

Senator CANTWELL. I think because you point out in your testi-
mony in order to meet the 20 percent gasoline reduction in a 10
year span will require a change in the status quo, an agile capacity
to adopt fuel delivery systems, codes, standards and the national
fleet. So, I think you’re pointing it out.

Mr. KARSNER. But not to exclusively toward E85. We're pointing
it out in the context of E15 and E20 by way of example, were they
certified, would go further and faster and would likely be accept-
able to—

Senator CANTWELL. I love that you can go over to the Pentagon
and get gasoline there and you have your traditional sources. But
right next to it are E85, biodiesel and even the use of natural gas.
Now it’s at a separate island, separate station, everything.

The question though is does the Administration—if we’re going
to meet this goal than obviously the Administration has to have a
plan. That’s what everybody is dancing around here trying to get
an answer from you as to what does the Administration want to
do on that infrastructure issue. I get that it’s not all your portfolio,
some of this area is probably some other committees.

But you mention delivery systems and codes and standards and
so I'm assuming by that you believe that we should actually pass
legislation about codes and standards. Is that correct?

Mr. KARSNER. I'm not at all sure that legislation is what’s re-
quired.

Senator CANTWELL. But who would adopt, in your testimony, you
say codes and standards. Who would adopt that then?

Mr. KARSNER. I think that there are many means already in stat-
ute to develop the necessary codes and standards. For example, the
B5 and B20 that I just referred to doesn’t require new legislation;
it requires the appropriate testing and certification. With regard to
the infrastructure that we’re dancing around in terms of a plan, let
me say, that we’re being clear. We do not believe a plan, exclu-
sively based on E85 penetration is a plan that can be consequential
within the timeframe being discussed.

Therefore alternative intermediate blends must be part of the
conversation. There is infrastructure in place now without any
modifications, without any need to address codes and standards for
E15 that would go a very long way toward that objective.

Senator CANTWELL. I think you’re answering the question in a
different way. I'm glad to hear that you’re thinking beyond E85 be-
cause frankly the northwest was over 70,000 flex fuel cars and in
most alternative fuel stations we have, 50 are biodiesel. So we have
next, in less than 10 days the largest biodiesel facility in the
United States opening with 100 million gallons of biodiesel hadn’t
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even been produced in all of the United States. So we’re definitely
on a different path.

But my point is this, does the Department of Energy, particularly
your job on renewable fuels, believe that we need to adopt further
codes and standards as it relates to infrastructure? Yes, no?

Mr. KARSNER. I think I prefer to report back to the record com-
prehensively because it could be a very wide range of lists.

Senator CANTWELL. In general do you think that the Federal
Government needs to—

Mr. KARSNER. With regard to biodiesel I would say yes. With re-
gard to the other alcohol blends I would say I need to give you a
more extensive answer on whether or not the codes are necessary.

[The information follows:]

The Department of Energy has been collaborating with the American National
Standards Institute (ANSI), the recognized administrator and coordinator of private
sector voluntary standardization in the U.S., to identify barriers to large scale mar-
ket entry of biofuels. This collaboration includes other Federal Agencies, such as the
Department of Transportation, National Institute of Standards and Technology
(NIST) and the Environmental Protection Agency, to determine how the Federal
Government can facilitate and accelerate the development and adoption of voluntary
standards that are necessary for the emerging biofuels infrastructure. The Depart-
ment has also been collaborating with the manufacturers of dispensing equipment,
automotive manufacturers, and Underwriters Laboratory to complete the certifi-
cation of E85 dispensers and other fueling equipment on an accelerated schedule.
The Department provides technical guidance and coordinates with standards organi-
zations such as the American Society of Testing and Materials (ASTM), the National
Fire Protection Association (NFPA), the American Petroleum Institute (API), the
American Society of Mechanical Engineers (ASME), and the Society of Automotive
Engineers (SAE). DOE also hosts public/private sector workshops to discuss relevant
issues. The Biomass Program will continue to work with its partners toward the de-
velopment of a biofuels infrastructure that will ensure consumer confidence, envi-
ronmental protection, and the integrity of our Nation’s fuel supply, distribution, and
utilization infrastructure.

Senator CANTWELL. Thank you, Mr. Chairman.

Senator DORGAN. Senator Bunning.

Senator BUNNING. Thank you very much, Mr. Chair and I apolo-
gize for being here a little late because I was on the floor offering
an amendment on SCHIP.

Mr. Karsner, ethanol has grown rapidly in recent years and has
been praised for decreasing our dependency on oil, improving our
trade deficit, cleaning up our environment and providing invest-
ment for American communities rather than the Middle East. As
you may know I have been a leading proponent to the effort to de-
velop coal to liquid fuels. I believe that coal to liquid fuels have all
the benefits of biofuels but can be used in existing infrastructure
and blended in current fuels. If we hold them to the same environ-
mental standards do you see any reason the United States should
not use corn cellulose and coal to make secure domestic fuels?

Mr. KARSNER. If all of them are held to precisely the same envi-
ronmental standards?

Senator BUNNING. That’s correct.

Mr. KARSNER. So I would assume you would include emission
standards, tailpipe emissions and that?

Senator BUNNING. Exactly what I said.

Mr. KARSNER. Ok. If it includes the same emissions standards,
which one would assume includes carbon capture and storage, I
would say the answer to that is yes.
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Senator BUNNING. I don’t think we have carbon capture and stor-
age on regular gasoline, do we?

Mr. KARSNER. No, but you would need that to get to the same
emissions standards for coal to liquids. The coal to liquids cannot
meet the same emissions standards as the other fuels you men-
tioned without carbon capture and storage.

Senator BUNNING. That’s a matter of opinion, sir.

Mr. KARSNER. Ok.

Senator BUNNING. If you do some scientific research you might
find it differently.

Mr. KARSNER. Yes, sir.

Senator BUNNING. You mentioned several of the 2005 energy pro-
grams that DOE is working on. Could you tell us if there are any
programs that have not gone as you hoped and could be refined by
Congress, specifically could you also provide an update about the
loan guarantee program?

Mr. KARSNER. I would be happy to do that and report back for
the record, sir.

Senator BUNNING. You don’t have that on hand?

Mr. KARSNER. Our office has no auspices or oversight on the loan
guarantee program. But I'd be happy to get that from DOE and re-
port back to your office on it.

[The information follows:]

EERE does not have management responsibility for the DOE Title XVII loan
guarantee program. However, I am pleased to provide the following update on the
program’s status. On August 14, 2006, the Department published a set of Guidelines
(Guidelines) and an initial solicitation for Pre-Applications for the first round of loan
guarantees authorized by Title XVII of the Energy Policy Act of 2005 (Title XVII
or the Act) (42 U.S.C. 16511-16514). (71 FR 46451). The deadline for submission of
Pre-Applications in response to the first solicitation was December 31, 2006, and
DOE received 143 Pre-Applications which are currently being reviewed.

On February 15, 2007, President Bush signed into law Public Law 110-5, the Re-
vised Continuing Appropriations Resolution, 2007 (CR or Public Law 110-5) which
authorizes DOE to issue guarantees under the Title XVII program for loans in the
“total principal amount, any part of which is to be guaranteed, of $4,000,000,000.”
Section 20320(b) of the CR further provides that no loan guarantees may be issued
under the Title XVII program until DOE promulgates final regulations that include
“programmatic, technical, and financial factors the Secretary [of Energy] will use to
select projects for loan guarantees, policies and procedures for selecting and moni-
toring lenders and loan performance, and any other policies, procedures, or informa-
tion necessary to implement Title XVII of the Energy Policy Act of 2005.”

On May 16, 2007, DOE published a Notice of Proposed Rulemaking (NOPR) and
opportunity for comment (72 FR 27471) to establish permanent regulations for the
implementation of the loan guarantee program. DOE held a public meeting con-
cerning the NOPR on June 15, 2007, in Washington, D.C. The Department is cur-
rently developing its final regulations for the loan guarantee program.

The Administration’s 2008 Budget proposes that DOE may guarantee up to $4 bil-
lion in loans for central power generation facilities (for example, nuclear facilities
or carbon sequestration optimized coal power plants); $4 billion in loans for projects
that promote biofuels and clean transportation fuels; and $1 billion in loans for
projects using new technologies for electric transmission facilities or renewable
power generation systems.

Regarding particular provisions in the Energy Policy Act of 2005 that concern
EERE programs and that have been problematic from our perspective, I would call
the Committee’s attention to section 942, the reverse auction for cellulosic biofuels
production incentives. Industry has expressed limited interest in this provision, and
implementation has been hampered by ambiguities in the legislation. The Depart-
ment believes this section could be beneficial to industry, if some technical and clari-
fying changes were made. I would be happy to work with Committee staff to address
these concerns.

Additionally, under Title III of the Energy Policy Act of 1992, Federal agencies
continue to strive to achieve alternative fuel vehicle requirements, while still reduc-
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ing petroleum consumption. It is difficult, however, to meet those goals, because
automakers do not make sufficient quantities of alternative fuel vehicles in the mod-
els needed by the Federal agencies. In many cases, Federal agencies are purchasing
alternative fuel vehicles to meet statutory EPACT requirements, specifically flexi-
ble-fuel E85 vehicles (FFVs), that are larger, less efficient, and more expensive than
the vehicles needed to meet the Federal mission requirements.

For example, agencies would prefer to purchase four-cylinder, efficient, compact
sedans for many applications. FFVs are not offered in that size, and agencies have
to purchase six-cylinder, less efficient, mid-size sedans or even light-duty trucks in
order to comply with EPACT. Automakers are incentivized to make FFVs in larger
vehicles in order to maximize their ability to receive credits towards CAFE compli-
ance. It is troubling that Federal agencies striving to achieve the goals of EPACT
and increase the use of alternative fuels are stymied in that effort due to lack of
availability of FFVs from the automakers, when the technology to make every vehi-
cle flex-fueled is proven, widely available, and low-cost.

Senator BUNNING. You mentioned that we will need harmonized
existing codes and procedures. This has been brought up for eth-
anol. You know before biodiesel our diesel fuel became used across
the country we had a devil of a time in finding a station in Ken-
tucky that delivered diesel fuel. Until all of a sudden the major oil
companies and others and some major independents for that mat-
ter started to put diesel pumps in their delivery system.

Do you see, other than the other fuels that you mentioned, any
ability other than E85 which has a corridor now from Chicago to
St. Louis and to Kansas City which has quite a few E85 pumps,
the expansion of that into other areas? For the simple reason we
are developing ethanol plants, biodiesel plants and as my good
friend from Florida said, they would like to see the same type of
availability in Florida and many other States feel the same way.
Do you see that happening?

Mr. KARSNER. I see it happening but not at a rate that will bear
fruit relative to the end State.

Senator BUNNING. How about by 2015?

Mr. KARSNER. By 2015 at the present rate we will not have had
sufficient—

Senator BUNNING. It won’t impact us.

Mr. KARSNER. On E85. Again E15 we already have 100 percent
%enetration of the infrastructure we just have to only use it up to

10.

Senator BUNNING. Yes, I know. I use it in my car.

Mr. KARSNER. Right. But your example about the diesel is a very
good one in the sense that about half of our stations have diesel
access now. It’s a useful analog, in terms of work on promulgating
the ultra low sulfur diesel standard that we have just adopted and
the oil companies are now distributing through those pumps.

Senator BUNNING. The Secretary—or the Senator from Wash-
ington talked about the availability and use of diesel fuel in the far
west. In Owensboro, Kentucky, I'm going to cut the ribbon for a
plant that will make a million barrels of biodiesel a year. Now,
they’ve got to distribute that somewhere. This is an independent
expenditure.

My time has expired. But this is an independent company that
is not connected with any major oil companies so they have to have
the distribution capability of getting it to places that will sell it. If
we don’t have that capability or the Department of Energy doesn’t
care about that capability than we are not going to have any im-
pact on reducing our dependency on Middle Eastern oil.
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So, is the Department of Energy interested or aren’t they?

Mr. KARSNER. With regard to that specific Owensboro plant I'd
be happy to get in touch with your office and in touch with the peo-
ple who are behind that plant and discuss with them their capacity
to get to market. So we are interested and we do care.

Senator BUNNING. A million barrels is not a drop in the bucket.
It’s a pretty big outfit.

Mr. KARSNER. I'd be happy to follow up with your office, sir.

Senator BUNNING. Please do. Thank you very much. I'm over my
time.

Senator DORGAN. Thank you. Senator Sessions.

Senator SESSIONS. Thank you. Just briefly, Mr. Secretary. My
thoughts about E15, E85 and ethanol sort of run to a common
sense approach, I think. I definitely support ethanol. I think it pro-
vides tremendous potential for our agricultural community. It
keeps wealth at home. When we purchase a gallon of fuel from
abroad that’s a transfer of American wealth which I would prefer
it stay in our own economy. So I favor that and have supported the
ethanol requirements.

But it seems to me that when we draw and if we draw regula-
tions, should not those regulations common sensically say that if
the ethanol is produced in a certain area of the country that we
ought to emphasize that E85 pumps in that area of the country
and not 2,000 miles away where it’s got to be hauled to there. If
we're trying to achieve the lowest possible cost for our consumers
and have you given much thought to precisely how the most eco-
nomical way to handle the distribution of ethanol is and what kind
of mandates might be required?

Mr. KARSNER. Yes, sir. I think you've framed a very good ques-
tion. Of course, our current programming through Clean Cities, for
example, is nationwide and we would like to see E85 be a nation-
wide fueling option. But logically it is at lower cost where it is co-
located with the conventional industry today. That is why the State
of Minnesota has about half the Nation’s pumps. Then you can
take a handful of other states again co-located with the conven-
tional corn based ethanol economy.

Senator SESSIONS. Now what do you mean by that? Meaning
Minnesota produces a lot of ethanol so that’s why they have the
most ethanol pumps?

Mr. KARSNER. We think there’s a relationship there.

Senator SESSIONS. Alright. Do you know how much it costs to
move it to Oregon?

Mr. KARSNER. It costs much more than if you got it in Minnesota.

Senator SESSIONS. Now wouldn’t it be better to emphasize great-
er encouragement to the Midwest where most of our ethanol is
being produced than to do it nationwide in one fell swoop?

Mr. KARSNER. I think your final phrase is the right one. Do you
do it in one fell swoop or is this evolutionary through time? It cer-
tainly makes more sense to have more economical co-location ear-
lier with production when the challenges are with delivery,
teminalling and transport.

But, your State, for example has amongst the most promising fu-
tures in cellulosic ethanol, and as you know, many of the leading
scientists that have been contributing to our efforts. So, when and
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if we scale cellulosic ethanol and if co-located in other areas then
we would anticipate and we would be hopeful, that we have a re-
gime that enables E85 pumps without impediments nationwide.

Senator SESSIONS. Do we have—my time is up. What kind of
rules do we have now nationwide that applies to gasoline pumps
and ethanol?

Mr. KARSNER. I think that’s the dilemma we’re here discussing
is that really these are State-by-State rules presently and so, for
example, some of the issues that have been addressed here today
have been addressed in New York with legal and regulatory action.
Other States haven’t addressed them at all. But I'm not sure that
we have a nationwide approach as of yet.

Senator SESSIONS. Thank you.

Senator DORGAN. Mr. Secretary Karsner, let me go through
something with you quickly. The President in his State of the
Union address said he wants to get to 35 billion gallons of ethanol
by the year 2017. That’s 10 years from now. You indicated that one
half of the gasoline we use in this country is blended with 10 per-
cent ethanol. We use about 140 billion gallons of gas, means 70 bil-
lion gallons are blended with 10 percent ethanol. That’s a seven bil-
lion gallon market for ethanol at the moment.

Ten years from now we want to be at 35 billion according to the
President’s State of the Union speech and you’re talking now about
going to 15 percent blend because you can do that without dealing
with the other issues. My great concern about what I heard here
today is that if we’re not running full speed to try to figure out how
do you market through vehicle carburetors and fuel injectors this
new fuel that we’re going to create. If we don’t find a way to mar-
ket that in significant quantities, and I'm not talking about 10 per-
cent or 15 percent, then we're headed toward failure. We’re headed
toward a cliff with respect to ethanol markets.

I understand why you would say let’s try to go from 10 to 15 be-
cause you don’t need modifications and so on. But if we’re not run-
ning full speed to try to figure out how you get E85 pumps on those
islands on gas stations all across this country. If we don’t do that,
we can’t succeed. So that’s my concern at the moment from what
I've heard here today because you’ve mentioned on several occa-
sions well, we can go to 15. We can go to 15.

This hearing is about blend pumps. When I'm talking about
blend pumps, I'm talking about 20, 30, 40, 50 percent blend pumps,
and I'm especially talking about E85 pumps.

Mr. KARSNER. I want to be clear, because it sounds like I haven’t
been clear through the hearing. I don’t believe any of these are mu-
tually exclusive or sequential. I think that you can maximize the
possibilities at E15 and maximize the greater penetration of E85
and that we should be looking at blend pumps for everything in be-
tween.

So the question is multiple pathways versus an exclusive path-
way. I think we should be preserving multiple pathways. So that’s
what we’re doing is testing E15, E20, higher blends where possible
and trying to maximize routes for E85.

Senator DORGAN. One final question. The June GAO report titles
the conclusion page, “DOE Lacks a Strategic Approach to Coordi-
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nate Increasing Production with Infrastructure Development and
Vehicle Needs,” Speaking of biofuels, is it fair or unfair?

Mr. KARSNER. We responded to that as generally a fair criticism
of the Department’s past and it’s characteristic of the rate of evo-
lution in the Department’s thinking. So we are approaching that
report with the need for action.

Senator DORGAN. If a year from now the GAO is asked to do a
similar report you think that is—

Mr. KARSNER. That will not be their finding.

Sen}?tor DORGAN. There will not be the lack of a strategic ap-
proach.

Mr. KARSNER. I would agree. They will not find a lack of a stra-
tegic approach if they did a year from now or a month from now.

Senator DORGAN. Mr. Karsner, as I indicated you know a lot
about these subjects. I appreciate that you come to government and
are lending us your thoughts and your abilities. The fact is that I
want you to succeed, but as I started by talking about the major
oil companies, I don’t suggest that there are villains with respect
to these issues. I think there are some interest who have their own
self interest that is at odds with the national interest, and I will
talk a little bit about that I guess with a couple on the next panel.

But when that is the case, when self interest is big enough to
have a significant national impact and that self interest is at odds
with the national interest then public policy must prevail in my
judgment. So, I appreciate very much your coming here today.

Senator Corker, did you have another comment?

Senator CORKER. Mr. Chairman, I noticed that I had about 30
seconds left on my time before. I would, I do think that this testi-
mony has been most helpful and I think there are a number of
things that we can do incrementally to make a huge difference and
I really appreciate you having this hearing.

I'm wondering if based on all the questions that have been asked
today and certainly your testimony if you might send back to us
some legislative proposals.

Mr. KARSNER. If they’re cleared by OMB, I'd be happy to do that,
sir.

Senator CORKER. Forget OMB. I found them to be the hicky in
all these things. I hope that OMB is present. But could you send
back to us some policy changes that you think the Balkanization
issue, some of the other things we talked about that we might con-
sider and very near legislation to really address a number of these
issues. All of which are incremental, but added up together might
make a huge difference.

Mr. KARSNER. Yes, sir, per the Secretary’s advice we are working
on a bipartisan basis for technical drafting assistance for any legis-
lation that the President might have the capacity to sign to address
this problem.

Senator DORGAN. Secretary Karsner, if you do and I expect you
do have to run all of these things through the Office of Manage-
ment and Budget, would you send us a copy of what you send to
the Office of Management and Budget?

Mr. KARSNER. I'll endeavor to do whatever the process requires.

Senator DORGAN. Thank you very much.

[Laughter.]
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Senator DORGAN. You will not do that. I understand.

[Laughter.]

Senator DORGAN. Secretary Karsner, thank you very much for
being with us.

Mr. KARSNER. Thank you, sir.

Senator DORGAN. The third panel today, and I will ask them to
come up as Secretary Karsner takes his leave, is going to be Mr.
David Terry, Project Coordinator of the Governors’ Ethanol Coali-
tion; Mr. Charles Drevna, the Executive Vice President of the na-
tional Petrochemical and Refiners Association; Mr. Jonathon Leh-
man, Advisor of VeraSun Corporation; Ms. Deborah Morrissett,
Vice President of Regulatory Affairs Product Development at the
Chrysler Technology Center in Auburn Hills, Michigan; and Mr.
Phillip Lampert, Executive Director of the national Ethanol 